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inal thought must be the germ of what finally proves to 

be the best. All thought must at some time have been 
original, and the best thought when presented contains additional 
elements of originality. The first grinding of the wheat does not 
produce the finest flour; it is the successive grindings which 
finally yield the finished product. It is the same with ideas. 
They are ground and reground, sifted and resifted through the 
brains of different men. The original thought is crude, unde- 
veloped, incomplete. With each turning over in a new mind it 
grows in strength and clearness, until the finished product is pre- 
sented to the world, and is accepted as a final and complete truth. 
No man can claim that he presents the final truth. The duty laid 
upon each mind is to sift and discriminate; to accept or reject 
according to the light it holds; passing on to other minds for 
another sifting, what it has seen and conceived. The aim of men 
should be, not to'seek originality, but to take the thought which 
has come down to them from the best minds, to recast its mould, 
lighten its shadows, and present it to the world in a new and 
fresh form; burnished by that touch of originality which the 
discriminating mind cannot fail to give. 3 we 2 ws 


ay best thought is not purely original» although the origi- 
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ECONOMIC PRINCIPLES OF FIRE INSURANCE RATING. 


The circumstances surrounding the adoption of certain measures are 
often mistaken for the principles governing the action. It may be 
that the co-insurance, percentage guaranty or equalization clause, as it 
is variously termed, was introduced by fire insurance companies for the 
purpose of increasing premium income, but that circumstance cannot 
alter the fact that this clause was adopted in accordance with correct 
principles. 

The gradation of fire insurance rate according to the amount of insurance 
carried, conforms to good economic principles and is an equitable method of deter- 
mining the price to be paid for indemnity. 

No one will question the statement that a manufacturer or a merchant, 
in making a price for his goods, must at least cover the cost of production 
and handling. If he sells a portion of his product for less than cost, 
he must receive enough price for the balance to equalize the difference. 
If he fails to do this he suffers a loss, and if he suffers a continuous 
loss he ends in bankruptcy. It is therefore not good business principle, 
it is not economically sound, for the manufacturer or merchant to sell any 
portion of the product at less than-cost. Unless he can equalize the loss 
by securing higher prices on the balance, he fails, and if he secures the 
higher price on the balance, he exploits one portion of his trade to pay 
for the undue advantages given the other portion. One portion pays 
less, the other portion more, than equity requires. 

Now the judgment of the manufacturer or merchant is but human 
and he may unwittingly perpetrate this inequality upon the trade. He 
may, without knowledge at the time that he is so doing, sell a portion 
of the product at less than cost, and consequently at a loss, and unless 
he.can equalize this loss, by securing prices on the balance equal to more 
than cost, he must retire from business. Therefore if he can adopt any 
method, either on his own account or by agreement with his competitors, 
which will prevent this inequality in price to the trade, it is his duty 
to do so because it is in accord with good business principles and sound 
economics. 

In the business of fire insurance prices are governed by the same prin- 
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. 
ciples of cost, except that the cost is perhaps more difficult to ascertain, 
and the means necessary to determine it more complicated. 

In fire insurance while long practice and convenience has led to a sys- 
tem of quoting prices on the basis of a certain per cent. rate to the 
amount of indemnity named in the policy,—as for instance 1 per cent. 
on each $100 of insurance, —the percentage quoted on a given amount of 
insurance on a particular risk may not represent the actual cost at all. Tet us 
assume that the proper cost of carrying the fire risk of a certain building 
is $50 per annum. It is clear that if the rate quoted by the company is 
I per cent. per $100 of insurance, the insurance company will not cover 
the cost unless the owner carries a policy amounting to at least $5,000. 
Upon a policy for that amount the total premium at 1 per cent. will be 
exactly $50. Should the owner carry but $2,500 insurance, making the 
total premium collected but $25, the company would have sold its in- 
demnity at one-half the actual cost, and would become bankrupt unless 
it equalized this loss by collecting more than the cost from the owner 
of some other building, which would be a manifest inequality, in fact 
a gross injustice. 

It is clear, therefore, that the percentage of rate to the amount of 
insurance carried does not represent the correct price for the indemnity 
unless the amount of insurance is large enough, at the stated percentage, to cover the 
actual cost. 

What is meant by the cost of insuring a risk? How is that cost deter- 
mined? What is the law governing its determination ? 

The cost of insuring a given risk is the average chance of loss in all 
the risks in a specified group or class, and that chance of loss is de- 
termined mainly by the fire loss experience met with in that group 
or class. 

To illustrate: Let us take one hundred buildings of a given class. 
This is actually a smaller number of risks than constitute what are called 
‘‘classes of risks,’’ but one hundred risks are taken for simplicity, and 
will serve to illustrate the principle. These risks, we will assume, are of 
a uniform value of $5,000. Experience has shown that in a single year, 
or a series of years, the total fire loss on those one hundred risks 
will average $5,000. The fire cost of each risk, therefore, will be $50 
per annum, and the company insuring the risk should, all other things 
being equal, receive that amount in premium in order to cover the 
cost. Therefore, if the owner of the building takes $5,000 insurance, 
the full value of his building, the rate to cover the fire cost should be 1 
per cent.; if he takes $2,500, one-half the value of the building, the rate 
to cover the cost should be 2 per cent. In other words, whatever the amount 
of insurance the company should receive approximately a premium of $50 
or suffer a loss.* 

In the illustration it has been assumed that all of the one hundred 


*In considering cost, reference is made only to fire cost, without taking into consid- 
eration the loading for expenses, which would not change the bearing of the question 
so far as its equities are concerned. 
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buildings were of equal value, namely $5,000. Suppose we take two 
groups of one hundred buildings each, one where the value of each is 
$5,000, the other where the value of each is $50,000. The latter group, 
we will say, are modern, fire-proof buildings; the former, old structures 
of inferior construction. The total fire cost of the former group, as we 
have seen, is $5,000, an average of $50 per risk, or 1 per cent. of value. 
In the second group we will assume that the yearly fire damage will be 
one-tenth of 1 percent. The total value of one hundred risks is $5,000,- 
ooo, therefore the total loss will be $5,000, or an average of $50 per risk. 

We therefore find this to be true of the two groups of risks: A dif- 
ference in the value and construction (hazard), but identity in the net fire cost. 
Therefore, to cover the cost, the fire insurance company must collect 
the same amount of premium from the owner of the $50,000 building as 
from the owner of the $5,000 building. Based on the valuation, the per- 
centage rate of the insurance company in the case of the $5,000 building 
would be 1 per cent.; in the case of the $50,000 building, one-tenth of 1 
per cent. 

But suppose the owner of the $50,000 building, believing that he is 
warranted in so doing, because of the superior character of his risk, con- 
cludes to carry insurance of $5,000. If the percentage rate of the insurance 
company remains the same, one-tenth of 1 per cent., the total premium 
paid will be $5, which is $45 short of the actual fire cost of this risk, and 
the company will lose to that extent. It is therefore clear that in order to 
cover the cost, if but $5,000 insurance is carried, the rate, instead of being 
one-tenth of 1 per cent. should be advanced to I per cent. Not to do so would 
expose the company to a loss which it must make up by excess collections 
from other property owners or go into bankruptcy.t ‘ 

From these illustrations we see that where good business principles 
and sound economics prevail in fire insurance, the total premiums col- 
lected should represent approximately the amount of the average fire cost of 
the risks of that group or class, and that in order to collect this amount 
the percentage rate must vary according to the amount of insurance carried. 

No one can question the right of the property owner to carry whatever 
amount of insurance he chooses; but, on the other hand, no one can ques- 
tion the right of the insurance company to adjust its rates in such a manner 
as to collect from the property owner the full cost of carrying the 


+ There is another point of view from which this question may be considered. 
Suppose the owner of the $5,000 building, taking into consideration all the elements 
of fire hazard surrounding the risk, concludes that in the event of a fire the loss will not 
exceed $3000. He reasons therefrom that his risk of loss will be practically covered by 
$3,000 insurance. The owner of the $50,000 building likewise concludes that in the 
event of fire the loss will not exceed $3,000, on account of superior construction. He 
also takes $3,000 insurance. The question then is what should be the percentage rate 
of insurance on the two buildings? Should it be 1 per cent. in case of the $5,000 build- 
ing and one-tenth of 1 per cent. in case of the $50,000? Manifestly not, for the risk to 
the company is the same in both cases. In event of fire the loss likely to be incurred is 
the same in both instances. Therefore the rate for the two buildings should be the same, 
notwithstanding the superior construction of the $50,c0o building. This again illustrates 
that the amount of insurance carried is the controlling factor in determining what the 
rate shall be. 
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risk. The insurance company, with the manufacturer and merchant, 
cannot sell any portion of its product at less than cost without collecting 
more than the cost on the balance. Therefore, if with the manufacturer 
and merchant, the insurance company can adopt any method, either on 
its own account or by agreement with its competitors, which will prevent 
this inequality in prices, it is its duty to do so. 

Inasmuch as the larger portion of risks are insured in two or more 
companies, it is necessary, whatever method is adopted, that it should 
be done by agreement between competing companies. There are between 
one hundred and fifty and two hundred stock fire insurance companies 
doing business in America, and all of these companies are frequently 
required to carry the insurance ona single risk. It would be a simple 
matter where one company is interested in a particular risk, for itto adjust 
the percentage rate to such a figure as would yield enough premium to 
cover the cost, but where there are two or more companies, particularly 
where there are one hundred and fifty or more companies, the matter of 
adjusting the rate becomes extremely complicated and can only be done by 
agreement. ‘The one hundred and fifty companies, in adjusting the per- 
centage rate to such a figure as would yield scantiaatt premium to cover 
the cost, must act as one company. 

The question of equalizing rates and collecting from the insured an 
amount equitably apportioned to the cost of carrying the risk, is one 
which has been given much consideration by fire insurance companies. 
While a perfectly scientific method has never yet been reached, practical 
principles of equalization do largely prevail in the businesstoday. Speak- 
ing broadly, it is a well-known fact that the business of the companies as 
a Whole is subject to readjustment from year to year or from period to 
period, in accordance with the fluctuation in cost, that is in the fire loss. 
If the fire loss increases the percentage rate is readjusted on a higher 
basis ; if the loss decreases, on a lower basis ; and the principle governing 
the readjustment is the same whether it occurs by mutual agreement or 
as the result of competition. These readjustments in the percentage of rate occur 
irrespective of any change in the amount of insurance. The increased or de- 
creased fire cost cannot be met by selling more or less insurance at the 
same rate; only by selling the same amount of insurance at a higher or 
lower rate. The rates of the companies must yield more or less income 
without any increase or decrease in the sum at risk. 

This readjusting of rates to cost also takes place within prescribed sec- 
tions and upon selected classes of risks, and to an increasing degree upon 
individual risks, not always scientifically nor with exact justice, but as 
nearly so as all the circumstances combined will allow. The selection 
and rejection of risks at the market rate is merely an expression of the 
underwriter’s opinion that the percentage rate to the amount insured is not 
sufficient to cover the fire cost of the risk. And this is likewise true of 
the prohibition of certain classes. 

Now all of these may be crude or unscientific attempts at judging the 
fire costs of risks, but they are, nevertheless, attempts; and as such are @ 
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recognition that the percentage rate to amount insured does not always cover the fire 
cost of the individual risk. 

Beyond question the most scientific method of equalizing fire insurance 
rates, the plan which most nearly approximates exact justice and there- 
fore sound economics, is through the use in the policy contract of what 
are variously known as co-insurance, percentage guaranty and equaliza- 
tion clauses. The aim and effect of these clauses is to grade the per- 
centage rate according to the amount of insurance carried, in order to 
cover the cost of carrying the risk. As has been clearly shown in 
the illustrations, this question of cost may be seriously affected by the 
amount of insurance carried. In the case of the $50,coo building, where 
the fire cost, $50 per annum, would be covered by a percentage rate of 
one-tenth of 1 per cent. if the amount of insurance carried were equal 
to valuation, it was shown that a less amount of insurance carried at 
the same percentage rate would result in a loss to the company. 

It is clear that the insurance company cannot dictate what amount of 
indemnity the property owner shall carry upon his risk. How, then, can 
the company cover the cost of insuring the risk of the property insured 
for less than value? Manifestly in but one way, a readjustment of a rate 
upon a higher basis; a gradation of the percentage varying with the 
amount of insurance. 

The co-insurance, percentage guaranty and equalization clauses ac- 
complish this result. They grade the rate according to the amount of 
insurance, and therefore are in accordance with true economic principles 


of fire insurance rating. 
* 


LIFE INSURANCE: THE SECOND BUSINESS IN THE LAND. 


When the business of life insurance in America is engaging more and 
more closely the attention of those whom we have elected to take care of 
our legislation, it cannot fail to be of great public interest — indeed of 
great public importance —to understand something of the extent to which 
this institution has grown. ‘The rank held by life insurance, as compared 
with the great industries of this country, is probably not comprehended 
by the public at large,—in fact it is doubtful if the majority of those 
directly engaged in the business have an adequate conception of the 
important position which it holds. They are, of course, familiar with 
the marvelous results achieved in particular instances, and the great 
general advances made in recent years; but how many underwriters have 
paused to reflect upon the fact that life insurance to-day is, next to rail- 
roads, the greatest business in the land, or that, at the present rate of 
increase, it probably will within the next quarter century outrank every- 
thing else? 

A better conception of the relative position occupied by life insurance, 
as compared with what has been termed the great industries of America 
(railroads, the raising of wheat, corn and cotton, sugar manufacturing, 
coal mining and the like), as well as a comparison with banking, annual 
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imports and exports, the national debt, government revenues and expen- 
ditures, may be gained by a glance at the following tabulations : 


Railroads, resources ‘ ; ‘ ‘ . ‘ $11,930,000,000 
Life insurance, amount otiteuting® ‘ : ‘ . 7 6,850,000,000 
National Banks, resources . ‘ ‘ , ‘ ‘ . 4,003,000,000 
Savings Banks, ” : ; , ; F : : 2,241,000,000 
United States Currency ‘ ‘ , ‘ : ‘ : 2,637,000,000 
Exports in 1898 ; . i ‘ : . ‘ y ‘ I, 231,000,000 
Imports in 1898 * ‘ ‘ ; i ; A é : 616,000,000 
United States Debt : ‘ , ; . ; : ; 847,000,000 


* This includes only outstanding insurance in legal reserve, level premium companies. There is 
probably over three billions of insurance held by fraternal societies, trades unions, and private 
beneficiary organizations maintained by large corporations for the benefit of employes. 


These comparisons are made in each case from what may be termed 
the standpoint of plant: the figures of railroads including the cost of con- 
struction; of banks, the sums held to the credit of depositors; and of life 
insurance companies, the amounts pledged to be collected and paid to 
policy holders in the future. An instructive comparison of cash assets 
may be made as follows: 


Railroads, excluding cost of construction . ‘ ; $1,902,000,000 
Life Insurance, cash assets . ; ‘ ; ; ‘ 1,467,000,000 
National Banks, excluding depesie ‘ ‘ “ ‘ ‘ I, 199,000,000 
Savings Banks - so ; . . ‘ . 213,000,000 


The surplus funds of railroads are $299,000,000; of national banks, 
$240,000,000; of life insurance companies, $219,000,000; of savings 
banks, $162,000,000. 

In dealing with yearly incomes some extremely interesting comparisons 
can be made, furnishing, as it does, an index of the direction taken in the 
annual cash expenditures of the people of this country: 


Railroads, income . ‘ J - ‘ : . $1, 123,000,000 
Corn Crop (average for five gears) , . ‘ ‘ , 500,000,000 
Revenue of the National Government : / ; ; 347,000,000 
Life Insurance, income ‘ ; ; ‘ ‘ ‘ ‘ 325,000,000 
United States Mineral Products . ‘ . ‘ . . 302,000,000 
Wheat Crop (average for five years) . ; ‘ ‘ ‘ 300,000,000 
Cotton Crop os - e : ‘ ; F . 300,000,000 
Sugar, annual consumption . , ‘ ' ‘ : : 230,000,000 
Coal Output . . : ‘ : P ‘ ‘ F ‘ 166,000,000 


Again it is found that in cash income life insurance companies stand 
ahead of all the great industries, with the exception of railroads and the 
corn crop, and is but slightly exceeded by the revenues of the National 
Government. 

In the matter of expenditures, that is of benefits conferred under insur- 
ance policies in death claims, matured endowments and dividends, there is 
but one comparison which can be made, fortunately an extremely apt one, 
namely, with the sum annually paid by the United States Government for 
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pensions. The pension fund in 1898 was $144,000,000 ; the amount paid by 
life insurance companies to policy holders or their beneficiaries; $146,- 
000,000. This equality in the annual payment of funds designed prima- 
rily for beneficent purposes, is more strikingly shown by the fact that the 
life insurance companies which are to-day in business have, since organi- 
zation, paid to policy holders or their beneficiaries $2,200,000,000, a sum 
about equal to the pensions paid by the government since the civil war. 

But, much as these several comparisons reveal in regard to the rela- 
tive position held by American life insurance, its growth of recent years, 
as compared with other lines of business, is even more impressive. In 
the past ten years life insurance has increased more than roo per cent., 
while railroads, national and savings banks have increased, less than fifty 
per cent. The annual income of life insurance companies has increased 
125 per cent. in that period; the revenues of the national government have 
not increased at all. The increase in the yearly value of the industries 
named in the comparisons made has been comparatively slight. 

In twenty years, at the present ratio of increase, the outstanding life 
insurance and the annual cash income of the companies will exceed the 
resources and income of the railroads; in other words, within a quarter of 
a century life insurance may be the greatest business in the land. 

Life insurance in America gained little or no recognition as a business 
institution until the middle of the present century. In 1858, when State 
supervision in Massachusetts was established, fourteen companies reported 
42,000 policies and outstanding insurance of $116,000,000. To-day the 
number of policies in force is 10,500,000, and the outstanding insurance 
$6,800,000,000. Life insurance, therefore, has multiplied fifty times in less 
than half a century. 

We can hardly contemplate this marvellous growth without realizing 
how large a factor life insurance is in the commercial life of this nation. 
It may be said, with due regard to conservatism, that in the not distant 
future one of the most powerful influences in. social and political econo- 
mics will be American life insurance. It is a force which in this country 
is sweeping forward with tremendous velocity. Its appeal to men and 
women of all grades and classes is irresistible. 

The demand for a deeper, a more profound study of its history, its prin- 
ciples and its practices is therefore imperative, not only because it will 
need men of brains and capacity to direct its future, but because it needs 
an intelligent and discriminating public opinion to defend it from the 
attacks of ignorance, malice, and avarice. In the light of these facts, 
there is a duty laid upon those engaged in the business, upon the leaders 
of political thought, the moulders of public opinion and the instructors 
of the rising generation, to address themselves to the problems of a busi- 
ness already the second, and apparently destined very soon to be the first 
in America. 

INDUSTRIAL LIFE INSURANCE. 

Not the least of those problems is that part of the business designated 

‘*industrial’’ in contradistinction to ‘‘ordinary’’; that is, the insurance 
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held by the industrial classes. Although conducted on the same scientific 
principles, this branch of the business contains special problems of its 
own, which, in view of the attempts at State regulation, often clearly the 
outgrowth of misconceptions, deserve particular attention at the hands of 
those who are interested in the study of social and economic conditions. 

This branch of the business is much younger than ordinary insurance. 
It originated in America in 1875; a New Jersey company, the ‘‘ Prudent- 
ial,’’ being the first to engage in the business, Four years later a New 
York company, the ‘‘ Metropolitan,’’ and the ‘‘John Hancock’’ of Boston, 
entered the field. Over ninety-five per cent. of the industrial business 
to-day is done by these three companies. The growth of this branch of the 
business has been even more phenomenal than the business of life insur- 
ance asa whole. Its progress is shown by the following figures : 


Amount Average Amount of 
Date. Policies. Outstanding. Policy in force. 
1879 49,097 $4,442,556 $90.50 
1880 236,198 20,481,273 86.70 
1885 1,377,150 146,138,241 106.00 
1890 4,438,881 412,878,025 93-00 
1895 6,674,632 793,326,502 103.80 
1898 8,242,198 1,058,467,079 128.40 


The extent to which this business has received the patronage of the 
industrial classes is a remarkable thing to contemplate. It is but another 
illustration of that striving after independence which characterizes more 
and more the acts of the American laboring man, and also shows what a 
strong hold the insurance idea, as a guard against poverty, has taken 
upon all classes, from the highest to the lowest. 


¥ 


INSTALLMENT LIFE INSURANCE. 
By JAMES T. PHELPS. 


The first installment contracts were issued by the Penn Mutual Life 
Insurance Company in 1886, and were by that company called ‘‘ Trust 
Certificates.’’ The conception of the idea, as usual, came from the out- 
side. It is related that a well known Boston gentleman called at the 
office of Messrs. Plympton & Bunting, Massachusetts Managers of the 
Penn Mutual, and while transacting his business made complaint that he 
thought life insurance companies did not do their whole duty by families. 
The payment of a large policy was all right, but the company should be 


willing to act as trustee, making fractional distribution so as to cover a 


long period of years, making due interest allowance for the deferment. 
The gentleman quoted the case of a large life insurance having been 
paid to a widow. A second marriage was arranged without any unreason- 
able delay. The second husband was a good fellow, but managed to 
accelerate the natural pace at which that money would be spent. Asa 
result, after a very few years, a sum of money which should have been 
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sufficient to have maintained the widow and her child for a lifetime, had 
entirely disappeared. There was no complaint at the second marriage, 
for such things are common and natural. The second husband was not a 
bad man, but he was not a good investor. 

The object of the discussion was that insurance companies should give 
those who wish to make them a trustee, a chance to so select. ‘The idea 
was carried to the home office of the Penn Mutual. The mathematics 
were applied, with the result that the public was offered insurance paya- 
ble to families in installments. This, I believe, to be the first time insur- 
ance was so arranged. 

Under one form or another, three-quarters of the active companies of 
the country, are today doing business under this plan. It is true that it 
introduces into life insurance companies a new characteristic, that of 
trustee as well as insurer. Or perhaps it would be better stated, that it 
introduces life insurance companies to beneficiaries as a trustee, the com- 
panies having already acted for the insured in that character. The plan 
has become very popular, and will become more so when better 
understood. 

In 1893, the National Life adopted what it called ‘‘Insurance Rights,’’ 
giving to any form of policy the right of selection as to how many frac- 
tions, and over what term of years, the proceeds might be distributed. If 
asked what are the merits of the plan, I would say, that from the stand- 
point of the companies, it puts upon them the burden of care and cost of 
distribution, and the risk and care of investment. This may be compen- 
sated for by excess of interest earned over the amount allowed, if there be 
any excess. } 

The plan has merits from the standpoint of the agent, because of the 
fact that it gives him an additional claim that life insurance will be bene- 
ficial to its patrons. It enables him to arrange and present various offer- 
ings which may fit the circumstances of the applicant. From the stand- 
point of the policy-holder, it gives him all that was ever offered before, 
and a responsible trustee at a guaranteed rate of interest. 

The question, what rate of interest may be safe to assume in making 
computations is a broader one than I can attempt to answer. That must 
be left to the judgment of the officers of the companies, and finally to the 
judgment of the people. A conservative, or perhaps an ultra-conservative 
rate, should be demanded by those who wish the plan to be carried out to 
its complete and full end. 

The question of the element of profit to the companies is governed by 
the rate of interest. There should be a small margin as a legitimate com- 
pensation for the trust. 

I am asked, ‘‘ suppose all the policy-holders in a mutual company 
chose the installment plan, could the annuitants be given the benefit of 
the profits?’’ Yes, but only at long term periods, say ten years time, 
so that an average of investment could be fully proven. What might ap- 
pear to be profit one year, very likely would be necessary to cover loss 
the following year. 











REVIEW OF THE MONTH 


FIRE INSURANCE 


The ordinary affairs of fire insurance 
during the current month have been com- 
The Goatent pletely obscured by the con- 

beam, flict with state authority in 
” the southwest. The attempts 
made within the past year to prosecute the 
companies under the anti-trust or anti- 
compact laws of Ohio, Missouri and Ne- 
braska were, at the time, believed to repre- 
sent about all that was to be feared in the 
line of state attempt to control fire insur- 
ance rating; but the almost universal in- 
dictment of companies in Kentucky on 
charge of criminal conspiracy under com- 
mon law; the passage of a law in Arkansas 
forbidding membership in rating associa- 
tions of any kind, anywhere ; and the threat- 
ened passage of a similar lawin Texas, has 
transferred the theatre of action, and com- 
pletely changed the relations between the 
fire insurance companies and the state. 
The Arkansas situation is the one most 
immediately engaging attention. On 
March 6th an anti-trust law was passed in 
that state, embracing a special section re- 
ferring to insurance companies. It not 
only prohibited rate making by agreement 
within the state, but forbade companies from 
belonging to associations of this character 
anywhere, whether controlling rates for 
Arkansas or not. The penalty affixed was 
not less than $200 or more than $5,000 for 
each offence, each day of violation to be 
considered a separate offence. Its terms 
were explicit and there seemed to be no 
difference of opinion among legal authori- 
ties as to its scope. Anti-compact legisla- 
tion previously enacted had sought, by 
intent if not actual phraseology, to prevent 
rate agreements affecting only the particu- 
lar state in question, no attempt being 
made to say what the companies should do 
in other states, recognizing the right of 
each state to determine for itself what its 
policy should be in regard to this question. 
It is a fact, however, that laws of this 
character have not been effective in indu- 
cing that free, unrestricted competition 
which the states seemed anxious to secure. 
Without recognizing that this failure was 


due to natural causes, easily explainable 
on economic grounds— namely, the in- 
stinctive, spontaneous agreement of all 
companies on the level of rates prevailing 
at the time of the prohibitory enactment — 
the legislators of Arkansas appear to have 
conceived the idea that the companies 
continued through their established asso- 
ciations in other states, to agree upon rates 
for the states in which such agreements 
were prohibited. The suspicion was not 
an unnatural one, and might easily be en- 
tertained by one not familiar with the laws 
and@ tendencies in fire insurance. From 
this erroneous point of view the action of 
the Arkansas legislators, in attempting to 
force the companies to retire from rate 
associations everywhere, was not unex- 
pected. This probably was the controlling 
thought which led to the enactment of the 
law in this particular form, and it was 
doubtless believed that at last an iron-clad 
anti-compact law had been enacted which 
would bring the companies to terms, 


¥ 


The actual results, however, were start- 
ling and unexpected. While admitting 
a that there might be some 
Appeal Desied. doubt as to the constitu- 

tionality of the extra- 
territorial features of the law, Attorney 
General Davis announced his intention of 
prosecuting all companies doing business in 
Arkansas which belonged to rating associa- 
tions anywhere. March 31st he brought suit 
against sixty-three companies, virtually all 
doing business within the state, to recover 
the maximum penalty. The attorney gen- 
eral and the members of the legislature 
anticipated that this move would result in 
a triumph for them and the immediate 
withdrawal of the companies from all rate 
agreements. To have thus, at one blow, 
broken up throughout the country what 
the attorney general afterwards termed the 
‘“most cold-blooded, arrogant, villainous 
trust on the face of the earth,’’ would have 
been a proud feather in his cap. As is 
often the case, the unexpected (for him) 











happened. The companies sued immedi- 
ately withdrew from the state, with one 
exception ; but the one company remaining 
continued its membership in all rate asso- 
ciations, contending that as it was party to 
no agreements affecting rates in Arkansas 
it was not in violation of the law. The 
withdrawing companies believed the law 
would be declared unconstitutional, but 
recognizing that even with such a decision 
the state would still have the right, so 
declared by the supreme court of the 
United States, to demand compliance with 
the law as a condition precedent to the 
issuance of a license, they preferred to 
raise the issue at once and secure an im- 
mediate reversal of public opinion, such as 
was expected to follow the withdrawal. 
This result actually occurred. The senti- 
ment of business men and property owners 
whose credit depended very largely upon 
sound insurance, was instantly aroused, 
and appeals began to pour into the legisla- 
ture asking it to repeal or modify the law so 
far as it related to insurance companies. A 
special meeting of the Little Rock Board 
of Trade was immediately called. Resolu- 
tions were adopted asking for an amend- 
ment which would enable the companies 
to continue business in the state. This 
appeal was spurned by the legislature. A 
special convention of business men was 
then called at‘Little Rock. About one 
thousand persons were present from differ- 
ent parts of the state, representing all 
branches of trade. Strong resolutions were 
adopted calling upon the legislature to 
amend the anti-trust law so far as it related 
to insurance companies. It was shown 
that no relief could be expected from local 
companies, and that expiring policies could 
not be renewed anywhere in the state. 
Two members of the legislature accepted 
the invitation to be present. One of them 
said: ‘‘I will do all I can to relieve the 
situation, but I fear all you do will fall on 
deaf ears. But it’s your fault; so long as 
you permit political tricksters to send 
statesmen in embryo to legislative halls, so 
long will such laws blacken the statute 
books, and Arkansas will go to the devil.” 
The attorney general was also present and 
made a speech which was described as 
“‘fiery,’’ in which he urged the legislature 
to stand by the law. He said: “I call 


this fire insurance business the most cold- 
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blooded, arrogant, villianous trust on the 
face of the earth, and all I ask you, boys, is 


to stand by your guns and Davis.’’ This 
remark pleased the members of the legisla- 
ture so much that they subsequently pre- 
sented the attorney general with a cane 
inscribed ‘‘Stand by your guns.”’ At the 
same time the excoriation suffered at the 
hands of a fellow member greatly incensed 
them, and they adjourned without doing 
anything in response to the demand of the 
convention. Quite the contrary, they voted 
$5,000 to continue the prosecutions. This 
position of the legislature has been the 
subject of widespread remark, inasmuch as 
the state press experienced a marked 
change of front after the exodus and urged 
the members of the legislature to reconsider 
the matter and afford the relief asked for. 
Since the adjournment the state bankers’ 
association has adopted resolutions asking 
the governor of the state to grant immunity 
to all the companies, pending a decision 
by the higher court. 


In the meantime every effort has been 
made on the part of company managers, 
who believe it of the utmost importance 
for the future of the business that the com- 
panies should win in this fight, to hold the 
companies together and prevent any from 
returning to the state under the temptation 
of large temporary gains. The one com- 
pany remaining in the state has been sued 
by the attorney general for $180,000, cover- 
ing thirty-six days of alleged violation. 
Another prominent company undertook to 
write on Arkansas property across state 
lines, but was induced by the friendly 
pressure of other companies to abandon 
this practice. That the companies as a 
whole are very much in earnest is not to be 
denied. The spontaneity of the earlier 
movement toward withdrawal was very 
soon formally cemented at a meeting of 
company managers held in New York 
April 10, at which the general cessation of 
business was approved, and it was voted “a 
breach of business comity for any company 
to write business in Arkansas at offices out- 
side the state, either directly or by way of 
re-insurance.”’ 


> 


The suits against the companies came up 
in the circuit court before Judge Martin 
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the third week in April. 
The attorneys for the 
companies, contrary to 
public expectation, did not argue upon 
the question of constitutionality, but de- 
murred to the interpretation placed upon 
the terms of the law by the attorney gen- 
eral, stating that he had not presented 
facts showing the companies to be in viola- 
tion of the statute, and urging that the 
suits be dismissed for want of evidence. 
This line of argument excited some criti- 
cism among eastern underwriters who were 
anxious to have the law tested upon the 
broader ground of constitutionality, but the 
attorneys appear to have gauged the dis- 
position of the court most accurately, for 
within a week after the arguments, Judge 
Martin ruled in favor of the companies, de- 
clared the grounds taken by the attorney 
general tutbe unwarranted and stated em- 
phatically that the intent of the legislature 
was to apply the terms of the statute only 
to companies belonging to associations con- 
trolling Arkansas rates. Appeal from the 
decision was immediately taken by the 
attorney general and it is believed the su- 
preme court will pass upon the question 
during the current month. 

The court’s decision has been variously 
received by the companies interested. 
Some, acting under the advice of counsel, 
have deemed it safe to return to the state, 
especially as the governor is understood to 
have expressed his willingness to grant im- 
munity from liability to fine, pending the 
decision of the higher court. Other com- 
panies also are preparing to return. The 
majority, however, especially the larger 
companies, insist that the position origi- 
nally assumed in withdrawing be stead- 
fastly maintained until the question at issue 
is finally and fully settled. The governor’s 
immunity they consider but temporary, 
and there are excellent reasons for doubt- 
ing whether the higher court will sustain 
Judge Martin’s ruling on the demurrer. It 
seems to be clear that his interpretation is 
not based upon the actual mental intent of 
the legislature. The persistency with 
which it refused to amend the law indicates 
that the attorney general’s interpretation 
rightly voiced their intent. Judge Martin, 


Decision on the 
Arkansas Suits. 


however, contends that the intent must be 
determined by the statute itself; but in so 
seeking fora proper interpretation of intent 
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he finds it extremely difficult to avoid the 
conclusion that any other interpretation 
than strict local application would render 
the act unconstitutional. In fact he says: 
‘If you construe it to apply to pooling and 
combining, either by corporations or per- 
sons, beyond the borders of the state, you 
proclaim it at once unconstitutional, and 
such a construction is not to be adopted if 
there be a reasonable interpretation of the 
stat’ te which avoids such a result.’’ It is 
desirable, if not important, for the higher 
court to rule both upon the interpretation 
of the law and the unconstitutionality of its 
claimed extra-territorial features, if only 
for the guidance of the legislature. In 
either case the relief to the interests con- 
cerned, the companies and the business 
men, may be but temporary, for if Judge 
Martin’s ruling stands, the next legislature 
may express its intent in terms which no 
court can misconstrue; or if tne claimed 
extra-territorial features are declared un- 
constitutional, compliance with the law 
may still be set up as a condition precedent 
to the granting of a license. Judge Martin 
himself makes this sweeping statement: 
‘*T may say there is no doubt whatever that 
the legislature may exclude entirely from 
its borders every corporation organized 
under any other state or country, and there 
is no call to be nice about it or to give any 
good reason for such exclusion so far as the 
legal right is concerned. It was entirely 
competent for our legislature to have said 
in a few words, ‘all foreign corporations 
belonging to pools, trusts or combines in 
any state or country whatever are prohibi- 
ted from transacting business in Arkansas,’ 
and might well enforce the prohibition by 
appropriate penalties.”’ 

The situation is a grave one for all con- 
cerned companies, agents, property-owners 
and state. The companies and agents are 
deprived of their business, the property- 
owners of their protection and the state of 
its tax revenue. The annual premiums in 
Arkansas are about $800,000, and the busi- 
ness on the whole has not been very profit- 
able. The loss to the companies, therefore 
is less than to their agents. Property- 
owners are quite helpless and find great 
difficulty in replacing expiring insurance, 
particularly in the case of large risks. 
Wild-cat brokers and companies have 
flooded the state with circulars, while un- 
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successful attempts have been made to or- 
ganize local companies. It isreported that 
a number of fires have occurred on prop- 
erty on which the insurance has expired, 
the insured being unable to renew. It is 
also stated that a prominent eastern life in- 
surance company will ask the immediate 
repayment of loans to Arkansas citizens 
amounting to $1,000,000, if they fail to se- 
cure sound indemnity when the present 
policies expire. ; 
¥ 
The problem which confronts those who 
furnish the capital and industry of the 
The Problem business, as well as those 
to te Maal, who pay for the indemnity, 
is a momentous one. In 

Arkansas, as well as in other States where 
attempts have been made to prevent joint 
rate-making, there must be, eventually, 
either one of two results,—the States will 
find that if not impossible it is unwise (it 
certainly is uneconomic) to attempt to 
change by legislation the long-established 
methods of doing the business, or the com- 
panies will be compelled to revolutionize 
those methods and adapt themselves to en- 
tirely new conditions. It is difficult to see, 
at this time, any practical half-way meas- 
ure which could be introduced as a com- 
promise. Either the dictate of the State 
must be obeyed and absolutely free and 
unrestricted competition prevail, or the 
State must admit that it is wrong, and 
allow the companies to follow what appear 
to be natural tendencies. The shadow of 
State prohibition without the substance of 
actual compliance with the spirit of the 
law cannot long prevail without exciting 
the opposition of public opinion. There 
seems to be no reason why a frank attempt 
to settle the question should be longer 
delayed. Such a settlement should be 
effected, so far as practicable, upon good 
business principles. We cannot in this or 
any other thing get exact equity. Human 
justice at its best is but approximate. The 
judgments of even the most advanced minds 
are to a certain degree arbitrary. A thing 
cannot be settled even approximately right 
unless there is light from all sides, unless 
all the conditions affecting the problem are 
thoroughly understood. It would not be 
possible, nor would it be right, to settle 
this question from the standpoint of the 


president of the eastern fire insurance 
company, nor from the standpoint of the 
western farmer ; and yet it is necessary to 
consider both of them as integral parts of 
the problem. If the president and the 
farmer are to meet and adjust their differ- 
ences, it is necessary for each to recognize 
that the other is not all wrong, and that 
each may be partly at fault. 


¥ 


In the course of his remarks on the trial 
of the suits against the companies before 
Wie Gonlitneas Judge Martin, Att’y-Gen’l 
in Ashnases. Davis used the following 

language: ‘‘ The fire in- 
surance business is an outlaw, and, as con- 
ducted in these United States, it ought to be 
an outlaw. ... Talk aboutrobbery! Talk 
about combines! Talk about trusts! My God! 
if ever there was a cold-blooded, arrogant, 
high-handed, obstreperous, hard-to-down 
trust, it is the insurance business.”’ If any 
doubt was felt about the sincerity of these 
remarks, it was due entirely to the attor- 
ney-general’s own words, for he said, also: 
“It has never been my pleasure to repre- 
sent one of these fellows. I never had a 
fat fee from a fat corporation. If I had 
had, my views might be different, but my 
views are very pronounced atthistime. I 
admit that I am simply flesh and blood ; 
I am not an angel; my wings have not 
sprouted, nor anything of that kind; and I 
do admit, further, that the opinion of a 
lawyer is very much to be determined by 
the size of his fee.’? One report from Ark- 
ansas has alleged that the State’s attorneys 
will realize over $80,000 in fees as the result 
of the prosecutions. This is probably an 
exaggeration, and is merely cited as an in- 
dication of one of the causes which are 
plainly at work in this particular instance. 

But whether the remarks of the attorney- 
general were sincere or not,is of little impor- 
tance, since they probably represented the 
actual sentiments of the majority of people 
in the State of Arkansas. A feature of the 
situation in that State, which has excited 
wonder and widespread comment, is the 
apparently dogged persistency with which 
the Legislature resisted the appeals of the 
business men and property owners, in other 
words, of that portion of the general public 
most closely interested in insurance rates, 
and the one most likely to insist upon en- 
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forced competition if it thought thereby it 
could reduce the cost of indemnity, often a 
very formidable item in current expenses. 
In fact, before the exodus of the companies 
many of the business men were not indif- 
ferent to the law as enacted, and doubtless 
looked for lower rates thereunder. They, 
with the members of the Legislature and 
the State press, were under the impression 
that the companies would comply with the 
law, and that free competition would pre- 
vail. The withdrawal changed the whole 
complexion of the situation for them. It 
became no longer a question of rates, but 
of sound indemnity and commercial credit. 
Under the circumstances it is not difficult 
to understand why the sentiment of the 
mercantile community of Arkansas became 
suddenly cemented in favor of the insur- 
ance companies; nor is it hard to deter- 
mine why the State press, whose interests 
were very largely coincident with those of 
the business men, should change front. 
But why did not the sentiment of the Legis- 
lature change also? Merely because the 
business community represented but asmal] 
part of the constituency of the members of 
the Legislature. Arkansas is distinctly a 
farming State. No convention of farmers 
was called to secure an amendment to the 
anti-trust law in favor of the companies. 
The farmers favored the bill, and the mem- 
bers of the Legislature were, not unexpect- 
edly, responsive to the sentiment of their 
real constituency, and not to that of the 
business men. The situation is very clearly 
revealed when it is stated that, according 
to the last census, there were 256,356 per- 
sons engaged in agriculture in the State of 
Arkansas, while but 21,372 were engaged 
in trade and transportation, and 21,920 in 
manufacturing and mechanical industries. 
The voting power, therefore, lay with the 
farmer in the ratioof 6to1. Could it be 
expected that the members of the Legisla- 
ture, elected largely by the farmers, would 
respond to the appeal of the business men ? 


¥ 


Why do the farmers oppose the insurance 
companies? There may be several reasons. 
+: The farmer is opposed to 
The Position oPP 
the eastern capitalist. He 
of the Farmer. 


is opposed to the combina- 
tion of capital and agreement as to prices 
in any form. 


He is opposed to fire insur- 
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ance companies because the rates of insur- 
ance on his property are high, and because 
the companies frequently refuse to insure 
his property at any price. He does not 
‘understand that the physical hazard of iso- 
lated farm property is greater than that of 
suburban dwellings under fire protection, 
nor that the experience of the companies 
has tended to prove that there is an excep- 
tional moral hazard attached to risks of 
this kind. He merely knows that his rates 
are higher than those of the town and city 
dweller, the ‘“‘ business man,’’ and believes 
the inequality to be unjust, and considers 
that the latter is getting a low rate at his 
expense. It is true that the farmer has to in- 
sure, and, if his property is mortgaged, must — 
patronize sound companies, and that his 
interests in this question are identical with 
those of the business man ; but the pressure 
occasioned by the withdrawal was imme- 
diate in the case of the business man, with 
his changing stocks, sensitiveness to credit 
and yearly expirations, while in the case of 
the farmer the pressure was more remote, 
and would not at once be felt or appre- 
ciated. It therefore happens that the in- 
surance companies were driven from Ark- 
ansas, not by those from whom they receive 
the largest share of premiums and the most 
profitable business, but by those from whom 
they receive the least premiums and the 
most unprofitable business. 

Shall we blame the farmer for using the 
power of the State to voice his prejudices 
and further his interests? Have not self- 
seeking corporations and capitalists taught 
them to use this power in this way? It is, 
we regret to say, true that our legislatures 
are to-day almost entirely devoted to spe- 
cial legislation. Hardly a matter comes 
up for consideration which does not seek 
to promote private interests, and not the 
public weal. Insurance interests are not 
blameless in this matter. We cannot ob- 
serve the trend of State legislation with- 
out being impressed with the fact that it 
consists very largely of a contest in which 
special interest is pitted against special 
interest, and before which the merits of all 
questions, from the standpoint of public 
policy, are gradually disappearing. The 
farmer was not the first to seek special 
legislation at the hands of the State. We 
are, many of us, engaged in a frantic effort 
to increase material prosperity through the 
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medium of the State, and who shall con- 
demn the farmer if he joins in this self- 
seeking procession? Furthermore, is the 
prejudice of the farmer entirely ground- 
less, or is it not true that most of us feel at 
times that men who work and plan and 
create, both with their hands and their 
brains, are often debarred from a full mate- 
rial reward for their labors because of the 
inflexible, uncompromising attitude of cap- 
ital and corporations? 


* 


But let us look upon the other side of the 
‘shield. It is manifestly unfair that joint 
A lock @ rate-making in fire insur- 
Other Side. ance should share in the 

prejudice against a condi- 
tion of which it is not a part. Industrial 
centralization is practically the outgrowth 
of a few years, mainly of the last two or 
three years. It is a new phenomena, a 
new condition, which justly excites and 
should command deep and careful study on 
the part of political and social economists. 
Joint rate-making by fire insurance com- 
panies has been conducted in this country, 
in one form or another, for more than 
three-quarters of acentury. It grew out of 
the financial necessities of the business. 
Very early in their history the companies 
learned that the constantly impending, but 
unpredictable and indefinable conflagra- 
tion hazard, demanded the maintenance in 
years of comparatively light losses of rea- 
sonably profitable rates, in order to meet 
the demands upon their resources in the 
day of special disaster. The first attempt 
to agree upon rates appears to have been 
made in New York city as early as 1819, by 
eleven local companies of that city. It 
was attended with some success, and uni- 
form rates were issued and used. In 1826 
a more formal organization was perfected. 
Its rates were observed for a time, but 
tariffs afterwards were nullified to a con- 
siderable degree through rate-cutting. Up 
to the year 1835 the experience of the com- 
panies had been undisturbed by a confla- 
gration. Losses were scattered, results 
fairly profitable, and insurance stocks were 
classed as gilt-edged investments. In that 
year the first great New York fire occurred, 
involving a loss of $15,000,000. Every fire 
insurance company in the city, with three 
exceptions, became bankrupt. As might 


well be expected, rates at once stiffened, 
and tariffs were rigidly observed ; but again 
immunity from conflagration caused reck- 
lessness and rate-cutting, and there was 
but the shadow of an organization in exist- 
ence at the time of the second conflagra- 
tion, in 1845. The loss was $6,000,000, and 
public confidence in insurance companies 
was once more severely shaken. Reorgan- 
ization was effected for local rates, and the 
following year a national congress was held. 
At this meeting a compilation of the expe- 
rience of the various companies was made, 
showing a profit of three per cent. on capi- 
tal invested for the previous twenty years. 
Steps were taken toward formulating uni- 
form rates for the country, but it was not 
until 1849 that a tariff was finally adopted. 
This tariff was modified in 1850, and re- 
mained the standard of rates until the 
organization of the National Board in 1866. 
This organization grew out of a sudden and 
large increase in losses in 1865 and 1866. 
From 1864 to 1865 the losses leaped from 
$18,000,000 to $43,000,000, and 1866, with 
a $10,000,000 conflagration at Portland, Me., 
showed no improvement. Ninety-four 
companies took part in the new organiza- 
tion, whose object was uniform rates and 
commissions, repression of incendiarism, 
and protection of common interests. Rates 
were rapidly established throughout the 
country where no local boards existed. 
The movement enlisted the sympathy of 
the insuring public on account of the de- 
pressed condition of the business. Practi- 
cal efforts were made to reduce incendiar- 
ism, and the passage. of laws prohibiting 
the use of dangerous oils was secured. 

As a result of the organization of the 
National Board the methods of rating be- 
came more scientific. A closer analysis 
was made of the cost of the hazards. Rate- 
cutting and disloyalty, however, led to an 
abandoning of the tariff in 1869; but again, 
in 1871, the Chicago fire, involving an in- 
surance loss of $96,000,000 and the retire- 
ment of 67 companies, and a year later the 
Boston fire, involving an insurance loss of 
$62,000,000 and the retirement of 32 com- 
panies, resulted in the reorganization of 
the National Board, which continued to 
exercise its functions until by process of 
evolution they were transferred to local 
boards and field organizations. These his- 
torical facts are cited merely to show how 
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the companies were forced into joint rate- 
making by repeated disasters, and that 
safety from insolvency and not increased 
profit appears to have been the controlling 
factor in bringing about an agreement upon 
rates. The companies and the insuring 
public have since accepted this form of 
rate-making as an essential and integral 
part of the business of fire insurance, en- 
abling the companies not only to provide 
in some degree against conflagrations, but 
by inspections and improvements in indi- 
vidual risks and municipal protection to 
bring about reductions in the cost of insur- 
ance which otherwise never would have 
been made. 


> 


It is only of very recent years that this 
plan of joint rate-making has excited criti- 
cism on the part of the 
public. Laws forbidding 
insurance companies or 
their agents to agree upon rates originated 
in the Michigan Legislature in 1883. The 
bill was introduced at the instance of cer- 
tain furniture manufacturers whose rates 
of insurance had been increased. It failed 
to pass. Another attempt to pass the bill 
in 1885 also failed, but in 1887 the measure 
became a law. Ohio, in 1885, passed a law 
of this description, and a year later New 
Hampshire followed its example. Since 
then fifteen States have adopted these laws. 
Maine passed a law in 1893 which it re- 
pealed two years later because of its inef- 
fectiveness. In fact every one of these 
laws has failed to accomplish its purpose, 
namely, to compel competition in rates. 
In every State having an anti-compact law 
uniform rates are procured by the com- 
panies, and there is probably less competi- 
tion than before the enactment of the laws. 
This is due merely to the fact that the com- 
panies are convinced that their financial 
safety and success depends on joint rates, 
and if they are prohibited from agreeing 
among themselves, or from purchasing 
rates made by private parties after an in- 
spection of risks, they respond to the law 
of self-preservation and maintain, without 
agreement, the rates prevailing at the time 
of the prohibition. In the latter case the 
insuring public is distinctly placed at a 
disadvantage, since it is impossible for the 
companies to act in concert for the reduc- 


Anti-Compact 
Legislation. 
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tion of rates on account of improvement 
in hazard. But anti-compact laws are en- 
acted mainly through the instrumentality 
of those whose rates have been advanced 
because of increase in hazard, thus pre- 
senting another phase of that attempt to 
use State legislation for the purpose of ad- 
vancing special interests at the expense of 
other special interests, without considering 
at all the question of general public policy. 
More recently, however, as in Arkansas 
and other Western States, the enactment 
of these laws has assumed a political aspect 
and become a general part of that policy of 
opposition to the centralization of capital 
adopted by the new democracy under the 
leadership of William J. Bryan. 


> 


The right thing for the states to do is to 
repeal all laws designed to interfere with 
What Should the joint rate-making of fire 
iy ey insurance companies. This 
should be done because 
they attempt the impossible and have never 
been effective. The states may decree self- 
destruction but they cannot enforce it. 
History has repeatedly shown that periods 
of competition bring only disaster and ruin 
to the companies, impair the general value 
of the indemnity, and leave the whole busi- 
ness subject to wreck in case of a sweeping 
conflagration, when the reserves which 
should be accumulated have been dissi- 
pated in wasteful rate wars. Commercial 
credit is so closely identified with sound 
fire insurance that an attempt to compel 
the companies to do business upon narrow 
margins, which might perhaps be looked 
for in other lines of business, cannot be 
characterized as anything but folly. Asa 
matter of fact, even under present condi- 
tions, the companies are satisfied if they 
can earn a margin of two or three per cent. 
covering a reasonable period of years. In 
1898 the profit earned by fire insurance 
companies on account of underwriting was 
1.02 per cent. on gross transactions. Joint 
rate-making by fire insurance companies 
is not only essential to their financial 
security, but is a benefit to the community 
at large, because through these rating asso- 
ciations the companies have been able to 
inspect risks, investigate methods of fire 
prevention, extinguishment, and improved 
construction, and often compel municipali- 
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ties to establish needed improvements, 
which otherwise would not have been se- 
cured. Anti-compact laws are not only in- 
effective in inducing competition, but they 
deprive the community of the benefit of 
reductions which otherwise could be made. 
It does not seem to be good statesmanship 
to allow special interests, which resent ad- 
vances in rates on account of increase in 
hazard, to deprive the community at large, 
by legislation, from receiving the benefit 
of reductions to which it is justly enti- 
tled. Nor does it seem necessary, for poli- 
tical reasons, for any party to include fire 
insurance rating associations in the cate- 
gory of trusts, since their growth has been 
entirely apart from that of the trusts. In- 
dustrial concentration is a distinct prob- 
lem. It is not identical with fire insur- 
ance rating, which is a question for solu- 
tion by itself. The two questions cannot 
be solved by the application of the same 
principles of State interference, and, as 
the States have not solved the question of 
fire insurance rating by the enactment of 
anti-compact laws, it would be eminently 
proper for them to repeal these laws, and 
then address themselves to other problems 
affecting fire insurance, which may perhaps 
be more fitting subjects for State interfer- 
ence, more practical in their results, and 
more beneficial to all interests concerned. 
The repeal of anti-compact laws will not be 
brought about by a direct appeal to legis- 
lators. Not until the community at large 
has seen and appreciated the reasonable- 
ness and importance of the proposition, 
will the sentiment of those who represent 
the community in the legislatures experi- 
ence the desired change. 


¥ 


A notable event in fire insurance circles 
this month has been the publication, by the 
The Ovethead National Association of Lo- 
Writing List, cal Fire Insurance Agents, 

B 

of a list of companies 
pleged to abstain from writing risks at the 
home office over the heads of local agents. 
This is the culmination of a movement 
which originated with the first annual con- 
yention of the Agents’ Association, and 
which was made a leading issue at the last 
annual convention held in Detroit in July, 
1898, when a resolution was adopted in- 
structing the executive committee to secure 
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pledges from the companies and publish a 
list of signers; it being the sense of the 
meeting that all agents should ‘‘advertise, 
recommend, support and‘ favor in all 
honorable ways and with all possible 
means,’’ such signers. The executive offi- 
cers did not immediately take up the work, 
the action of the association having been 
subjected to severe criticism on the part of 
companies and the insurance press, for its 
claimed attempt at coercion. It was not 
until November that a carefully-prepared 
letter was addressed to all companies which, 
in phraseology at least, sought to convey the 
impression that no attempt at coercion 
was designed, and that the list was in- 
tended to show, not that the companies 
therein named agreed to abandon a prac- 
tice condemned by the agents, but rather 
that their sentiments already held upon 
the question were re-affirmed. Contrary 
to the original intention, the companies 
were not asked to sign a pledge, but merely 
to ‘‘advise the association that they will 
not practice overhead writing.’’ It appears 
that the responses to this appeal were of a 
most encouraging nature, and much more 
numerous than was expected. Neverthe- 
less, there were many companies which did 
not take kindly to the proposition, either 
because they were unwilling to make any 
sacrifices, or were not prepared to recog- 
nize the right of the agents to demand the 
assurances required. The publication of 
the list was delayed for a long period, for 
the purpose of giving other companies 
every opportunity to appear if they so 
desired. The record of the officials of the 
National Association upon this particular 
point appears to have been exemplary. 
They have done all in their power, by 
delay and by judicious public notices, to 
secure additional signatures, notwithstand- 
ing which a number of companies have 
complained, since the publication of the 
list, that they were not approached upon 
the matter. 

The list as published contains the names 
of 163 companies. Some fifty, including 
the names of several very prominent com- 
panies, did not give the assurances desired. 
In sending the list to agents, the executive 
officers make the following statement: 
‘The duty imposed upon us has been per- 
formed to the best of our ability. The 
responsibility now rests with you. Some 
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companies will continue overhead writing 
so long as they believe it more profitable 
than to accept only such business as is 
offered by their local agents. The mistake 
of such companies will be quickly apparent 
if you make the business of the companies 
whose names appear upon this list larger 
and more profitable than ever before. 
Persistent and concerted work by the 
agents of the United States exerted in 
behalf of the companies which are their 
best friends will soon destroy overhead 
writing, branch and root. The power is 
yours, the only danger is a possible indis- 
position to exert it. Without doubt there 
are companies on this list that sacrifice 
large premium accounts by taking this 
position. It is therefore manifestly your 
duty to employ every honorable means to 
more than make this loss in income good 
to them. You are under renewed obliga- 
tions to the companies on this list that 
have never practiced overhead writing, 
and these obligations should be met. 
When placing or accepting risks, and 
when considering the acceptance or the 
resignation of an agency, have this list 
before you and remember who are your 
friends. Be not influenced by past prefer- 
ences or prejudices, nor by present or tem- 
porary profit, and always keep in mind the 
fact that the foundations of your livelihood 
are being undermined by overhead writing, 
and if youdo not loyally support companies 
that stand by their agents your business 
will soon reach its well-deserved finish. 
It is important that this list should influ- 
ence the distribution of the business of the 
smaller agencies as well as that of the 
larger ones. Even one small additional 
premium given by each agency will in- 
crease any company’s income largely. If 
each agent in the United States will do 
what he fairly and reasonably can in this 
matter, overhead writing will soon be dead 
in fact as well as in theory.”’ 
¥ 
The publication of this list, and particu- 
larly the appeal made by the officials in 
iteeede: SOE CO ae 
Mea-Gianets in which they are car- 
on-Signefs. ’ 
rying out fully the 
instructions of the association, is an im- 
portant matter. Itis along advance, being 


the first practical step taken toward carry- 








Insurance Economics. 


ing out the purposes of the association. 
The publication is a challenge to the com- 
panies and a virtual call for the ostracizing 
of those which are not upon the list. Its 
effects cannot but be watched with interest, 
inasmuch as it is claimed on behalf of some 
of the non-signers that their stand upon 
the question of protection to local agents 
is more pronounced and sincere than 
many of the signers. If this be true, and 
there are good reasons for believing that it 
is true, the value of the list will be im- 
paired, and if the recommendations of the 
officers are carried out considerable injus- 
tice may be done. In these recommenda- 
tions the issue has been squarely drawn, 
without equivocation, between the signers 
and the non-signers, and therefore its 
success must consist in its actual value as 
an index to the practices of the various 
companies. Time alone will show its 
value. But it certainly is true that if the 
agents find that some of the signers are not 
sincere, and that many of the non-signers 
are actually stronger in their desire to 
protect local agents than some of the sign- 
ers, they will be guided by their own 
judgment and not by the list. In fact, it 
would seem to an impartial observer that 
under any circumstances this question must 
be settled, very largely, by the individual 
judgment of the agents themselves. A 
plan of ostracism which is sharply defined 
merely by what each company pledges 
itself to do, unsupported by any evidence 
that it really intends to observe the pledge, 
contains elements of weakness which are 
likely to lead to failure. Such a list may 
be useful as a guide in some cases, but not 
inall. The most effective plan for break- 
ing up the practice of overhead writing 
would be for the national association to 
publish upon its own authority, and as the 
result of its own investigation, a list of 
companies known to engage in the practice. 
This plan will probably be adopted event- 
ually. 

The protest of the non-signers has been 
voiced by One manager in the following 
language: ‘‘I desire to say, so far as this 
department is concerned, that the insinua- 
tion referred to is, in the fullest sense, 
libellous and false. We write no policies, 
whatever, at this department, upon any 
risk, anywhere, or under any circum- 
stances, and this has been our practice for 














many years. Every policy of our company, 
here outstanding upon any risk, bears the 
signature of the local agent within whose 
jurisdiction the risk is located. We have 
no policy-writing special agents, nor any 
other device of the kind. So far as my 
knowledge extends, this has been always 
the policy of our company in every part of 
the country. Our localagents fully under- 
stand that with us the ‘‘ laborer is worthy 
of his hire’’ and will treat with contempt 
any insinuation to the contrary from what- 
ever quarter it may come.’’ Another says: 
‘‘As a matter of practice we do not write 
over the heads of our agents. We did not 
sign the pledge because we are opposed to 
the principle of the agents asking the com- 
panies to make a general pledge of that 
character.’’ In reply, President Wood- 
worth has made the following statement: 
‘This list cannot be made up from the 
past records of the companies. All stock 
companies supposed to be in the agency 
business have been advised of the plan and 
purpose, and invited to go on the list. The 
right and responsibility of choice rests 
entirely with the companies. The list is 
simply the vehicle for conveying the pres- 
- ent decision of the companies as expressed 
to the association, to its members and to all 
other local agents in the country. This 
association will not presume to question the 
decision of the companies nor will it assume 
responsibility for their action. If we are 
advised by any company not on the list 
that we have misunderstood its position 
and wishes we will be glad to add its name 
and will use all possible means to set its 
management right before the local agents 
of the United States.”’ 

It would thus seem that in a matter of 
such great importance, in which there is 
every possible chance of error and injustice, 
the association is unwilling to shoulder the 
responsibility for its list, placing that re- 
sponsibility entirely upon the companies. 
To say that a mistake has been made and 
that the individual judgment of the agents 
will remedy the injustice, is not to reflect 
upon the earnestness, sincerity and ability 
of the executive officers of the National 
Association, who are merely carrying out 
instructions, and whose own judgment may 
be actually opposed to this method of se- 
curing reform. Nor is it to be considered 
that the National Association should not 
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stop overhead writing ifit can. Overhead 
writing has been designated an “‘evil.’’ In 
the abstract it is not an evil; in the con- 
crete it is only an evil from the standpoint 
of the agent. But it is quite as much 
within their scope to defend themselves 
against the practice, as it is for the com- 
panies to enforce a uniform commission for 
agents. Both companies and agents have 
the right to use the powers of combination 
to equalize the opportunities and the re- 
sources of the business, and justice between 
agents and companies will be most nearly 
secured where ‘the power to enforce de- 
mands is most evenly divided. 


¥ 


In connection with the important posi- 
tion which the agency movement has taken, 
it is equally in- 
teresting and 
important to 
note that on the part of the companies a 
movement has been started toward a greater 
centralization of power and more direct 
control over the ways and means of under- 
writing. The movement was born at a 
meeting of the executive committee of the 
National Board of Fire Underwriters held 
in New York February 23, when a special 
committee was appointed to consider the 
assumption by the board of jurisdiction 
over all questions affecting the interests of 
companies, except rates and commissions. 
This committee met March 16 and carefully 
considered the situation. The opinion 
appeared to be that, aside from rates and 
commissions, there ought to be more 
direct co-operation between the companies 
in all parts of the country upon matters of 
common interest, —such as legislation, 
policy forms, co-insurance and other 
clauses, statistics, taxation, building con- 
struction and adjustments. It appeared 
that not only general conditions, but pro- 
posed improvements in the methods of 
doing business, made it desirable, if not 
absolutely necessary, to secure more effect- 
ive co-operation. As a result of the 
discussion President Irvin was requested to 
address the members of the board asking 
them whether they favored taking primary 
and absolute control over all subjects per- 
taining to the general conduct of the 
business, except rates and commissions, 
thus leaving the rating associations free 


Company Movement 
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to give their entire attention to these latter 
questions. The whole matter was con- 
sidered at the annual meeting of the board 
Thursday, May 11, when the recommenda- 
tions regarding the proposed extension of 
jurisdiction were endorsed. 

This movement on the part of the National 
Board is a most significant one from every 
point of view. The board, which in former 
days exerted great powers in the matter of 
rates and commissions, abandoned this 
function some twenty years ago in favor of 
local boards and field organizations, and its 
work has since been mainly advisory and 
largely perfunctory. In large cities the 
agents are usually the controlling factors in 
the matter of rates and commissions, but in 
other sections these matters are virtually 
controlled by the companies through their 
special agents and department managers. 
But rapidly changing conditions, the rise 
of new problems, the increasing power of 
the agents, and the multiplication of state 
legislation, have all tended to cement the 
interests of the company managers more 
closely and to make it seem imperative to 
restore one of the lost functions of the 
National Board, and infuse it with new life 
and vigor. Indeed by the very force of 
circumstances, and without any formal 
decision on its part, the board has been 
compelled to assume a more active role, 
through the unexpected situation arising 
in connection with the withdrawal of the 
companies from the state of Arkansas. 

But it is not alone the menace of state 
legislation which has brought this change 
about, but the feeling that the agency 
associations may be moved to unwarranted 
excesses through the discovery of the 
power they are able to exert by concerted 
action. The phrase, ‘‘ balance of power,”’ 
is well understood in diplomatic circles, 
but it can be very aptly applied to the rela- 
tions which exist under present conditions 
between the companies and their agents. 
As has been very truly said by the agents 
themselves, their movement coincides in 
many particulars with that of the labor 
unions. The history of these unions shows 
that their disposition to indulge at times 
in excesses has only been effectively 
checked by organized effort on the part of 
employers. By meeting organized effort 


with organized effort, by setting off power 
against power, an equilibrium is main- 


tained which corresponds to the balance of 
power between nations. This state of 
affairs is a very desirable one; it preserves 
peace where war might reign, it secures 
more exact justice and prevents the arbi- 
trary trampling down of rights by either 
party. It enables conflicting interests to 
meet upon common grounds with equal 
representation and under equally favorable 
circumstances, affording in this way an 
opportunity for the arbitrament of all 
differences without recourse to coercion, 
threats or excesses. Oneof the first results 
of the increased power assumed by the 
National Board ought to be, and probably 
will be, a joint conference with representa- 
tives of the National Association of Local 
Fire Insurance Agents, for the purpose of 
discussing mutual interests and adjusting 
differences. 


- 


The appointment of Mr. Henry E. Hess 
as manager of the New York Insurance 
Mr. Hess’ New Exchange deserves more 
Appointment. than passing attention, 

both because of the im- 
portance of the position and the character 
of the gentleman selected to occupy it. 
The managership of this association is not 
asinecure. It offers a hard task, and often 
athankless one. The fire insurance inter- 
ests in the great metropolis are many and 
conflicting, and the patience and endurance 
of the manager, whose position is largely 
that of a buffer, is sure to be sorely tried. 
It is indeed a great honor to be selected for 
a position of this kind, but its chief advan- 
tage is likely to consist largely in the 
opportunities it offers for future promotion. 
It requires talents of a high order to suc- 
cessfully fill this position,—patience, tact, 
vigilance and firmness. It requires above 
everything else a man who will, no 
matter what the circumstances may 
be, walk the straight line. In _ this 
requisite Mr. Hess is pre-eminently 
suited for the work. There are pro- 
bably few who are better qualified to 
resist any temptation to step aside for the 
purpose of conciliating or favoring special 
interests. Those who know Mr. Hess 
know that he is made of strong stuff, and 
they believe that a better man could not 
have been selected for the particular kind 
of work required. The New York Insur- 
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ance Exchange has chosen wisely, and 
opportunities to develop new qualities will 
be afforded Mr. Hess which have not here- 
tofore presented themselves. 


* 


While fire insurance rates, under a 
heavily increased fire waste, are much 


To Extead Uniform ™°Te Stable than for 
Commissions several years past, 
, agency commissions 


appear to be somewhat unsettled. This is 
particularly true in the east where a com- 
paratively small number of companies are 
pledged to uniform commissions. It has 
always been contended by many leading 
underwriters that an open commission was 
equivalent to a cut-rate, and that perfect 
equality in rates, as between the com- 
panies, was not secured unless fixed rates 
and commissions were simultaneously 
agreed upon. Notwithstanding this con- 
tention a large majority of the companies 
have declined to accept it as a matter of 
practice. In the east and south some forty 
leading companies have agreed, under the 
name of the ‘‘ Fire Underwriters’ Union,”’ 
upon a uniform commission. Since the 
restoration of rates in New York city, and 
the organization of the New York Fire Insur- 
ance Exchange, —which includes virtually 
all companies, many of whom have hereto- 
fore been non-tariff and high-commission 
as well,—the question of uniformity in 
commissions has been agitated. Doubtless 
it was believed that the general conditions 
of the business made the time a most op- 
portune one for securing a more wide- 
spread adoption of a commission agree- 
ment. As a result a general meeting of 
companies was held in New York city, 
May 10. Out of 287 companies invited, 86 
were represented. The purpose of the 
meeting was outlined in an extended reso- 
lution offered for adoption by Mr. Edward 
F. Beddall, manager of the Royal Insurance 
Company. This resolution recited the con- 
ditions under which it seemed necessary for 
the mutual interests of companies and the 
insuring public, to agree upon uniform 
rates, and stated that it was likewise neces- 
sary, in justice to the public, to agree upon 
rules and regulations which would result 
in the greatest economy of management. 
In furtherance of this latter object it was 
proposed to organize an association having 


control over commissions and brokerages 
for all territories in the east and south not 
covered by the Western Union, with a 
salaried manager devoting his entire time 
to its affairs. It was further proposed to 
adopt a uniform agency commission of 15 
per cent. in all cities having less than 
100,000 population, and some agreed uni- 
form commission for larger cities; also to 
limit the appointment of agents to one for 
all places with a population under 100,000 ; 
also to prohibit over-head writing. It was 
likewise proposed to establish a uniform 
rate of 10 percent. to brokers. The reso- 
lution provided for a tariff committee 
‘whose duty it shall be to see that the 
rates adopted by local boards are fair and 
equitable to both companies and property- 
owners.’’ These were its main features; a 
number of minor points, designed to sub- 
serve the main objects, being covered. 

The resolution was received without de- 
bate. Subsequently, Mr. Beddall offered 
the following: ‘‘ Resolved, That, in the 
judgment of this meeting, the enforcement 
of a uniform tariff of rates is impossible 
without some rule regulating agents’ com- 
missions, brokerage, and rebate.’’ This 
was carried by a vote of 42 to 4. Many of 
those present did not vote. The following 
resolution was then offered and, after some 
discussion, laid on the table: ‘‘ Resolved, 
That, in the judgment of this meeting, any 
rule governing agents’ commissions, bro- 
kerages and rebates, to which the com- 
panies might assent, should be incorporated 
in the rules of every local board, to the end 
that both companies and agents might be 
bound by the same obligations.’’ Finally, 
the entire subject and Mr. Beddall’s report 
were referred to the committee which issued 
the invitation, with power to call another 
meeting. 

The Journal of Commerce, of New York, 
states: ‘‘ Prominent fire insurance manag- 
ers, interviewed after the adjournment, in- 
clined to the opinion that the absence of so 
many prominent high-commission compan- 
ies, and the lack of sympathy displayed by 
those attending, indicated that the move- 
ment would fail to secure any tangible re- 
sult.’ Itisalso reported that during the dis- 
cussion the president of the Continental said: 
‘‘No straight commission is possible. The 
compensation of an agent should be based 
upon the value of the results of his busi- 
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ness to acempany. He should be placed 
upon a profit-sharing basis, with a flat-rate 
and an additional contingent commission. 
I have not antagonized the union, but i 
shall not sign any agreement for a positive 
commission rate. If any of you suppose 
that a war of rates is going to change the 


position of our company, you are mistaken. 
We can stand it if the rest of youcan. I 
do not want to see it. It will not mean the 
survival of the fittest, for some of the 
weaker companies do business on conserva- 
tive lines, and are fitter to continue than 
some of their stronger competitors.”’ 


LIFE INSURANCE. 


No topic of current discussion in life in- 
surance has attracted more attention than 
that of future interest rates, 
and their effect upon the 
earning power of the re- 
serves. The two elements of calculation 
upon which the premiums and reserves of 
life insurance companies are based, are 
mortality and interest; one is equally im- 
portant with the other. It is not only es- 
sential to know, from scientifically prepared 
tables, what rate of mortality is to be as- 
sumed, but also from current conditions 
and tendencies, what sums it is necessary 
to lay aside at compound interest to meet 
the claims of policy-holders as they fall due. 
From the very inception of life insurance, 
extreme conservatism has characterized the 
assumptions made by the companies in re- 
gard to interest rates; and most wisely and 
well, for a study of the history of the busi- 
ness reveals the fact that the failures of the 
past have been due largely to over-confi- 
dence shown by company managements in 
this respect. For many years the prevail- 
ing rate assumed by the best companies was 
4% per cent., but of more recent years it has 
been 4 per cent. In 1861 Massachusetts by 
legal enactment established this rate as the 
basis for the calculation of reserves, which 
is virtually the accepted standard through- 
out the country to-day. 

In 1882 the Connecticut Mutual Life In- 
surance Company, of Hartford, a company 
always noted for its ultra-conservatism, 
voluntarily placed its reserves upon a three- 
per-cent. basis, believing that the trend 
toward lower rates of interest justified this 
course. This action was severely criticised 
as an unnecessary increase of cost upon the 
policy-holder, but a number of companies 
have since reached similar conclusions in 
regard to interest earnings, and are even 
urging a change in State standards. This 
proposed change is by no means a new one. 


Future Rates 
of Interest. 


Fully fifteen years ago the late William D. 
Whiting began to agitate the subject before 
the annual conventions of insurance com- 
missioners. The endorsement of his ideas 
was for many years successfully fought, but 
a change in the personnel of one of the 
State departments removed Mr. Whiting’s 
most earnest opponent, and he succeeded 
in inducing the convention to go upon rec- 
ord in favor of a lower interest assumption. 
But, notwithstanding this action, no com- 
missioner ever recommended the adoption 
by his State of the higher basis of reserve. 
Within the past two years, however, sev- 
eral companies have voluntarily adopted 
the higher basis, the most notable being 
the three great New York companies, the 
Northwestern Mutual, of Milwaukee, and 
the Penn Mutual, of Philadelphia. While 
in the case of the Connecticut Mutual its 
action was dictated by motives of prudence 
(possibly, as then and now claimed by 
many, extreme and unnecessary prudence), 
the action of other companies has undoubt- 
edly been guided, to a very considerable 
degree, by competition and public policy. 


¥ 


The current discussion of the question 
centers about the proposed adoption of a 
higher standard by the 
State, and it is not im- 
possible that an early 
attempt will be made to secure a new en- 
actment in Massachusetts, notwithstanding 
the declared opposition of the present in- 
surance commissioner, who, in his annual 
report of 1898, stated most emphatically 
that the change was wholly unnecessary 
and unwise, and that there were absolutely 
no indications that future interest rates 
would reduce the reserve earnings below 
four per cent. He said: ‘‘ From a careful 
analysis, in this department, of the invest- 
ments in which the reserves may be made 
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under the rule established by the law of 
1887, the interest earned upon the assets 
lids averaged in no year during that time 
less than 5% pet cent. of the reserve; and 
on even the total ledger assets, which are 
made to include idle cash and certain other 
non-interest-bearing entries, the rate has 
always been in excess of five per cent. 
The tendency, from these indications, seems 
no longer downward.’’ Mr, Cutting par- 
ticularly deprecated the increased cost to 
policy-holders, believing that such an in- 
crease was not justified under existing con- 
ditions. 

The commissioner’s position in regard to 
future interest rates has more recently 
been confirmed by public utterances of Dr. 
Charlton T. Lewis, the eminent life insur- 
ance economist, and also in published arti- 
cles by the well-known statistician Benja- 
min’ F. Brown. During the course of his 
recent lectures at Harvard University, Dr. 
Lewis stated that twenty years ago the 
average rate of interest earned by life in- 
surance companies was 6 per cent.; in 1897 
it was 4.84 percent. This decrease in inter- 
est was not due to a decrease in the produc- 
tiveness of capital, but to the ebb and flow 
in the demand and supply of capital seek- 
ing investment. Interest rates followed 
expansion and contraction in business en- 
terprises. He thought that this country 
had reached the bottom of rates of interest, 
because the expansion in business which 
had set in would absorb idle capital, and 
interest would advance. But he did not 
consider that interest rates would diminish 
much further anyway, certainly not enough 
to affect the present basis of interest as- 
sumption for life insurance reserves adopt- 
ed by Massachusetts and other States. He 
pointed out that if in the next ten years 
the ratio of decrease noted above continued, 
the interest earned would still be 4.35 per 
cent. He believed that the four-per-cent. 
assumption would be ample for generations 
to come. Mr. Brown has pointed out that 
the average rate of interest earned in 1898 
was 4.89, showing a slight increase over 
the rate named by Dr. Lewis as being 
earned in 1897. He thinks the movement 
toward a three-per-cent. reserve wholly un- 
called for. 

Upon the other side of the questioh we 
have the testimony of leading bankers and 
financiers to whom President James W. 


Alexander, of the Equitable Life Assur- 
ance Society, recently addressed the follow- 
ing inquiry: ‘‘ What rate of interest do 
you consider it safe for a life insurance 
company to count upon realizing on its 
total assets, invested in such securities and 
mortgages as an institution of this kind 
should hold, during the next twenty 
years?’’ Seventy-two replies to this in- 
quiry were received from all sections of 
the country, and include the namesof many 
financiers of national repute, among them 
Edward Atkinson, August Belmont, Cor- 
nelius N. Bliss, Henry Clews, T. Jefferson 
Coolidge, Drexel & Co., Chauncey M. De- 
pew, James H. Eckels, Marshall Field, 
Lyman J. Gage, Boynton Ives, August P. 
Loring, Levi P. Morton, J. Edward Sim- 
mons and C. M. Jordan. The estimates 
range from 2% to 4, but the great prepon- 
derance place the probabilities at 3 per 
cent. Of the seventy-two replies but four 
name less than 3 percent.; fourteen expect 
34%, and four name 4 per cent. The bal- 
ance name 3 percent. The criticism which 
has been made of Mr. Alexander’s sympo- 
sium is that the opinions are from those 
whose judgment is guided too largely by 
extensive dealings in government bonds 
and other low-cost securities, which do not 
accurately indicate what the average earn- 
ings on really safe investments may be. 


¥ 


The position taken by the various com- 
panies in regard to the question will be 
Some Bhemcets guided, to a considerable 
of the Problem. degree, by the character 

oftheir investments. Life 
insurance investments may be divided into 
three classes,— bonds and stocks, mortgage 
loans, and real estate. According to Mr. 
Brown, the average rates of interest in 1898 
on stocks and bonds was 4.76, upon mort- 
gages 5.30 per cent., and upon real estate 
4.80; but expenses reduce the net rates on 
the latter to 2.28 per cent. It is clear that 
companies whose investments are most 
largely in profitable mortgage loans will 
not feel the necessity for the three-per-cent. 
reserve, while the companies whose invest- 
ments are largely in stocks and bonds, and 
in real estate whose net productiveness is 
below 2% or 3 per cent., will incline to 
favor the. higher reserve. The question as 
a whole, too, must be governed to a great 


~~ 
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extent by the character of investments. 
The necessities of the case revolve to a very 
marked degree around the point, whether 
it is possible for the funds of life insurance 
companies to find safe and profitable in- 
vestment in mortgages, or whether the 
field in this direction is limited, and the 
companies are forced to take the low-rate 
securities. 

But, after all things have been consid- 
ered, the point to determine is whether or 
not security and the best interests of the 
policy-holders demand a change. It would 
not be fair nor right to settle a matter of 
such far-reaching importance because the 
expediency of certain companies seemed to 
require it. The question is purely an econ- 
omic one, to be determined both by ab- 
stract scientific requirements and by actual 
commercial conditions. That a three-per- 
cent. reserve is safer than a four-per-cent. 
reserve is a self-evident truth; but, on 
the other hand, it may be recognized 
that safety can be carried so far as to be 
absurd, and made a burden to the policy- 
holder rather than a benefit. The cost of 
insurance to policy-holders is already large, 
and it should not be made larger if it can be 
avoided. That there is a tendency toward 
‘lower rates of interest in the future, due to 
the accumulation of surplus capital, can 
hardly be denied ; but, if this be so, it does 
not follow that it is necessary to adopt a 
higher standard of reserve, provided the 
tendency toward lower interest rates does 
not carry the net earning capacity of well- 
managed companies below the four per 
cent, assumption. Further consideration 
of this and other aspects of the question 
will be given in subsequent issues. 

¥ 

The history of the origin, growth and 
decay of assessment life insurance will, 
when written, prove an 
extremely interesting and 
instructiveone. Its most 
striking features will be the struggle of 
people desiring life insurance to procure it 
at the lowest price, regardless of economic 
laws and tendencies; the opportunity 
afforded for designing persons to play upon 
the credulity of these people; and finally 
the widespread disaster which was the 
inevitable outcome of this ignorance and 
cupidity. Assessmentism, for this genera- 


Assessment Life 
Insurance. 


tion at least, is in the last stages of disinteg- 
ration. Massachusetts, which in the past 
has given this system of insurance the 
most encouragement, is the first state to 
forbid its continuance in any form. It will 
be the duty of the historian to determine 
why Massachusetts, whose position in de- 
manding sound and conservative methods 
on the part of level premium companies 
has ever been the highest, should have 
allowed assessmentism to grow up by its 
side under the fostering care of the state. 
Fraternal insurance upon the assessment 
plan appears to have originated in America 
in 1867, through the organization of the 
Ancient Order of United Workmen, but 
assessmentism as practiced by the business 
associations stripped entirely of all features 
of fraternity (but virtually an outgrowth 
from the fraternal orders), covers a period 
of about twenty-two years. It gained its 
first legal recognition as a system in 
Massachusetts. For the past two years, 
under pressure exerted by Governor Wol- 
cott and Insurance Commissioner Cutting, 
the state legislcture has been compelled to 
face the problem presented by the failure 
of particular associations and the rapid 
decay of the system as a whole. As a 
result a satisfactory law has been enacted 
which compels all of the assessment busi- 
ness associations to re-incorporate under 
the Actuaries four per cent. legal reserve 
law, the present standard for level premium 
companies ; thus establishing for the future 
one test of solvency for all life insurance 
companies operating upon purely business 
principles. The fraternal organizations are 
not disturbed. The new law permits the 
assessment companies to carry out existing 
contracts according to their terms, and 
upon new business will allow them to value 
the first year’s premium on the basis of 
term insurance until January, 1903, when 
this privilege is to be withdrawn. 

This last section of the statute. has ex- 
cited much attention, since an opinion 
prevails in many quarters that the exigen- 
cies of the level premium companies, 
occasioned by the excessive cost of procur- 


ing first year’s business, demands a like 


concession in the valuation of the first 
premium. By some it is contended that 
this action on the part of the legislature is 
a recognition of this new principle of valua- 
tion, and that but another step is necessary 














to accomplish the change desired. This 
contention is undoubtedly wrong, for the 
Massachusetts department, which allowed 
the bill to become a law without its opposi- 
tion, is opposed to the plan of changing the 
present methods of valuation in regard to 
the first premium. Furthermore, it seems 
reasonable to conclude that the legislature, 
in limiting the privilege to the short period 
of three years, designed it merely as a con- 
cession and not as a recognition of any new 
principle. As a concession, and taking 
into consideration all the circumstances, it 
would be captious to criticise it; but it 
would be a stretch of the imagination to 
interpret the action as a recognition of the 
new basis of reservation advocated in level 
premium circles. It cannot be truthfully 
said that the legislature intended, im any 
sense, to endorse such a principle. 


* 


The death of William D. Whiting of New 
York, removed from the business of life 
hea 
D. Whiting. many respects distin- 

guished. He was gifted 
with a discerning mind and a studious dis- 
position, which resulted in the acquirement 
of a vast fund of knowledge concerning the 
history, principles and practices of life in- 
surance. His views, however, were ex- 
treme, pronounced, inflexible and original. 
He was an agitator of new questions, and 
influenced current thought to no small de- 
gree. His connection as consulting actuary 
with several of the state insurance depart- 
ments enabled him to secure the public 
presentation of many features of internal 
management which otherwise would have 
remained in obscurity. His most notable 
work in this direction was the famous “‘ gain 
and loss exhibit,’’ which was the subject of 
endless discussion, and though quite gener- 
ally accepted to-day as affording a valuable 
basis for expert analysis, is still deemed to 
be of little or no importance to the general 
public. He was for many years an earnest 
advocate of the three per cent. reserve, but 
more recently his proclivities toward agita- 
tion and change led him to favor a new 
basis of valuation for the first year’s pre- 
mium, his design being to value this pre- 
mium as term insurance, allowing a greater 
portion to be diverted to the expense of 
placing the business. In Connecticut he 
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induced the insurance department to accept 
this method of valuation, but was unsuccess- 
ful in approaching the Massachusetts de- 
partment. The purpose: was to have the 
matter adopted by the departments without 
recourse to legislation, but failure in Mass- 
achusetts, led to agitation in regard to a 
statutory enactment. The matter was 
warmly discussed in the insurance press 
last fall, but at present is somewhat quies- 
cent. The question naturally arises: Will 
Mr. Whiting’s ‘views upon this particular 
point die with him? One answer to that 
question is furnished by the United States 
Review, of Philadelphia, which says: ‘In 
the closing months of his life particularly, 
he was active in endeavoring to establish a 
more scientific system of reserves, so that 
new and young companies might not be 
hampered unduly in seeking to obtain their 
share of new business. One of the saddest 
things in connection with his untimely 
taking off, is the fact that he was compelled 
to leave this task to others’ hands. Ifthe 
accomplishment of it should be too long de- 
layed, one cannot fail to attribute it to the 
absence of so doughty a champion ; and if, 
by any chance, it should never be accom- 
plished, which we cannot believe, then his 
death at this time would prove to have been 
a national calamity. There are so many 
others, though, who are interested in push- 
ing forward this reform, that we can hardly 
imagine that it may fail of success merely 
because the actuary, who was doubtless 
most influential with State departments, is 
no longer living to exercise that influence 
for the accomplishment of this reform.’’ 


¥ 


The death of Henry B. Hyde removes a 
man who, from the standpoint of achieve- 
The late Henry ™°™* was unquestionably 
B. Hyde. the greatest life under- 

y : . 

writer this country has 
ever seen. As the creator and constructive 
genius of the Equitable Life Assurance 
Society, his record stands without a par- 
alell. Forty years ago, at the age of twenty- 
five, filled with ambitious dreams, fresh de- 
sires and new ideas, and having already met 
with remarkable success in the employ of 
a company which has since assumed stu- 
pendous proportions, he engaged in the haz- 
ardous task of organizing a new company. 
The business was young and growing slowly; 
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the outlook to ordinary men not encourag- 
ing. But to Mr. Hyde’s prophetic vision 
the field was rich with promise. Gifted 
with those talents which are ascribed to 
genius—indomitable will, quick intuition, a 
versatile mind, great personal magnetism, 
(but above all with that infinite capacity for 
hard and sustained labor which a great 
philosopher has said was the essence of 
genius, and which Mr. Hyde himself be- 
lieved to be the foundation stone of his suc- 
cess), he grasped the opportunity while 
ripe; saw that life insurance in America was 
on the eve of a great future ; that the germ 
of its development, nurtured for many 
years with seemingly small success, was just 
about to expand ; and that the people of this 
country, under increasing material wealth 
and advancing civilization, were rapidly 
assimilating the insurance idea, and were 
certain to turn to this institution as the one 
safe and conservative method of securing 
to posterity, in some degree, the fruits of 
present prosperity. 

The Equitable Life Assurance Society 
began business in July, 1859. On the first 
business day it secured $100,000 of new in- 
surance. By the close of the year, its out- 
standing policies amounted to $1,144,000; 
its assets were $117,102, and its surplus 
$96,154. In ten years its assets had grown 
to $10,510,000; ten years later to $37,366,000; 
in another ten to $107,150,000, and in the 
nine years elapsing since 1889 they have 
grown to $258,369,000. In other words since 
1869 its assets have multiplied about three 
times every ten years,—a remarkable rate of 
progression. The outstanding insurance 
to-day is $987,157,000 and its surplus $57, 
310,000, exceeding in both items all other 
companies. Since organization the society 
has paid to policy-holders nearly $300,000, 
ooo. The growth of the Equitable has been 
in a great measure the growth of the busi- 
ness of life insurance as a whole; on the 
other hand the general progress of the busi- 
ness has been promoted and stimulated by 
the overmastering energy and originality 
of Mr. Hyde. 

Among other qualities which Mr. Hyde 
displayed was the capacity for surround- 
ing himself with men of high talents. In 
this respect he has made wise provision for 
the future management of this great cor- 
poration. Since his death the vice- 
president of the society, Mr. James W. 


Alexander, has been elected president. 
Mr. Alexander is beyond question one of 
the most distinguished figures in life in- 
surance to-day. A man of great suavity 
and personal charm, he conceals beneath 
this exterior a will of iron. With a large 
experience as a life underwriter, and con- 
siderable previous training as the virtual 
executive head of the society, he brings to 
the new office a fine intellect, keen judg- 
ment and immense personal magnetism. 
Mr. Alexander is a graduate of Princeton 
University, and is one of the trustees of 
that institution. After leaving college he 
studied law and was admitted to the bar in 
New York. In 1866 he abandoned the 
active practice of law to become secretary 
of the Equitable. He was made second 
vice-president in 1871, and has served con- 
tinuously as first vice-president since 1874. 
Mr. James H. Hyde, son of the late presi- 
dent, a graduate of Harvard University, 
and trained by his father in the 
theories and practices of life insur- 
ance, was made second vice-president 
of the society in 1898, and now be- 
comes first vice-president. Mr. Gage E. 
Tarbell and Mr. George W. Wilson become 
by promotion second and third vice- 
presidents respectively. Both have been 
for years identified with the company, the 
former as the head of the American agency 
department, the latter having charge ofthe 
society’s large foreign business. 


¥ 


One of the chief aims of the late Mr. Hyde 
was to make the Equitable Life Assurance 
Wis Cad Society financially strong in 
Dcicinn the matter of surplus funds, 
an ambition which he appears 
to have fully carried out. The company’s 
present reported surplus of $57,310,000 
(more than 20 per cent. of its gross assets) 
exceeds that of its nearest competitor by 
over $10,000,000. It is claimed by the 
society that, owing to its great surplus, 
“its policies are to the assurant what gov- 
ernment bonds are to the investor.’’ In 
view of this fact, a recent decision regard- 
ing policy-holders’ rights in this surplus is 
of great importance. The Equitable, al- 
though organized with a capital stock and 
controlled by the owners of this stock, is 
conducted upon the mutual plan, stock- 
holders’ dividends being limited to seven 
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per cent. perannum. By the terms of the 
society’s charter all of its funds and 
profits, with the exception of this dividend, 
belong to the policy-holders. The surplus 
of $57,000,000 is a policy-holders’ surplus 
entirely, to which the stockholders have no 
right or title. 

Emil Greef held an endowment policy 
for $20,000 in the society, which matured 
in May, 1897. He was paid the face of the 
policy, together with $3,932 as his allotted 
share in the surplus earnings. This sum 
Greef accepted under protest, and brought 
suit for $7,087, which he claimed was his 
rightful share in the declared surplus of 
$43,000,000. This claim is made under a 
clause in the company’s charter, which 
says: ‘‘ The officers of the company, with- 
in sixty days from the expiration of the 
first five years, and within the first sixty 
days of every subsequent period of five 
years, shall cause a balance to be struck of 
the affairs of the company, which shall ex- 
hibit its assets and liabilities, both present 
aud contingent, and also the net surplus, 
after deducting a sufficient amount to cover 
all outstanding risks and other obligations. 
Each policy-holder shall be credited with 
an equitable share of the said surplus.”’ 

The officials of the company caused a 
demurrer to be filed before the court, in 
which it was averred that the plaintiff for- 
feited his right to insist upon a distribution 
of all the surplus, by the provision in the 
policy that the distribution shall be made 
‘‘according to such principles and methods 
as may from time to time be adopted by 
this society for such distribution; which 
principles and methods are hereby ratified 
and accepted.’”’ The demurrer was sus- 
tained on trial before Judge Daly at special 
term. This finding was in accordance 
with previous decisions rendered upon this 
point, the first and most notable one being 
that of Bewley et al. vs. The Equitable 
Life, in which the Supreme Court of New 
New York, in 1881, denied the right of a 
policy-holder to any interest in the surplus 
funds, otherthan might be determined by 
the society. Upon appeal, however. the 
Appellate Division of the Supreme Court 
of New York reversed the decision of Judge 
Daly, denied the demurrer, and held that 
the plaintiff was entitled to an equal share 
in the declared surplus. The Court says: 
“That the society has a large discretion in 
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determining the amount of the surplus, 
that it may largely increase its reserved 
fund for the security of its policy-holders, 
or that it may deduct much more than at 
present to cover contingent liabilities is 
not disputed. The company may take all 
steps which are demanded by a wise and 
prudent management to insure the prompt 
payment of losses and to successfully carry 
on the business; but when it has once de- 
termined what the surplus is, it must, 
under its contract with plaintiff, make an 
equitable distribution, not of a portion of 
the fund, but of all of it. This is the es- 
sence of a mutual insurance contract; the 
policy-holders are to get their insurance 
upon the basis of what it actually costs, 
reasonable allowance being made for the 
use of the capital and talent employed in 
the transaction of the business.’’ 


¥ 


From this opinion one of the four judges 
sitting dissents on the following grounds: 
The Right to - It is conceded in the pre- 
the Surplus. vailing opinion that the 

directors have a large dis- 
cretion in determining the amount of 
the surplus, and that they may largely 
increase the reserve and contingent funds. 
I cannot see any greater exercise of discre- 
tion in doing this than in distributing only 
a part of the surplus to the policyholders 
and reserving the balance for the pro- 
tection of the policyholders, or that any 
different result would be obtained if, in- 
stead of calling the $43,000,000 a surplus, 
it had been called contingent reserve.” 

In the light of the point brought forward 
in the dissenting opinion it is noted that 
President Alexander, in commenting on 
the decision, says that not more than 
$6,000,000 of the so-called surplus is in- 
volved, since the balance is virtually 
deferred dividends held under tontine 
policies. It is also interesting to observe 
that while the Equitable designates its 
entire $57,000,000 as ‘‘surplus’’ pure and 
simple, the Mutual has sequestrated some 
$42,000,000 of its surplus funds under the 
term, ‘‘Contingent Guarantee Fund,’ and 
the New York Life some $26,000,000 under 
the term, ‘‘Surplus Reserve Fund,’’ this 
latter being the sum originally set aside 
for the purpose of placing the reserves 
upon a three per cent basis. Under the 
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decision of the court it appears to be largely 
a question of what the funds may be termed 
and not of what they actually consist. The 
company will carry the case to the court of 
appeals. 

In commenting upon the case Hon. John 
A. Finch, an eminent insurance lawyer of 
Indianapolis, says: ‘‘I have had occasion 
a number of times to examine the questions 
which seem to be in this case, and have 
been in court in a number of suits where 
there was an effort to recast or revise the 
dividend and enlarge it above the per cent. 
fixed by the directors. In every case the 
effort failed, and such efforts must always 
fail, unless courts become so far advanced 
that they will take upon themselves the 
right to cast a dividend for any and all 
corporations. That such an effort must 
fai] is apparent on statement. The direc- 
tors of a corporation must manage its 
prudential affairs. If one court can revise 
a diyidend for a corporation, another court 
can equally do this for the same corpora- 
tion; and, in different jurisdictions, they 


” 


would hardly agree. 
¥ 
PUBLICATIONS RECEIVED. 


“ Acetylene Dealers’ Handbook,” published by 
F. Cortez Wilson & Co., 237-239 Lake Street, Chica- 
go,Ill. Price, 1ocents per copy. It contains, in 
minute form, instructions for the installation of 
acetylene gas apparatus. Although discovered 
by an English chemist in 1836, acetylene gas as 
an illuminant has been known in this country 
for but a few years. Its growing commercial use 
has been the subject of widespread attention on 
the part of insurance companies, who are inter- 
ested in the matter from the standpoint of fire 
hazard. Installed under improper cenditions it 
has been found to be extremely hazardous, and 
after careful investigation a set of rules govern- 
ing its installation has been adopted for use in 
alt parts of the country. These rules are as 
nearly perfect as the present knowledge of the 
hazard will allow, and it is important for those 
contemplating the introduction of this method 
of lighting to use only apparatus named in the 
approved list of the various underwriting asso- 
ciations. As a light, acetylene gas is said to be 
superior to anything in use, while scientific ex- 
perimentation is constantly tending toward a 
cheapening of price, and consequently toward 
making it more of a commercial factor. 

“Fire Insurance from au Economic Stand- 
point,” by Otto E. Greely, Minneapolis, Minn. 
An address delivered before the insurance com- 
mittee of the Minnesota legislature, February 7, 
1899. This is a careful, concise and impartial 
account of the history, conditions and practices 
of fire insurance companies, with an extended 
review of state fire marshal laws, valued policy, 
anti-compact and anti-co-insurance legislation. 
He says: “ Wise legislation will deal fairly with 
these questions, bearing in mind always the 
economic fact that insurance premiums must 
cover loses and expenses:and a moderate divi- 
dend upon the capital invested.” 

“Massachusetts Fire Insurance Report for 
1898.’ Commissioner Frederick L. Cutting dis- 
cusses in extende. form the valued policy law. 


Among other things, he says: ‘In theory, at 
least, the valued policy is illogical, dangerous, 
an incentive to crime, and a burden to the 
community. It is illogical as an insurance con- 
tract, because a = conception of such a 
contract is one of indemnity for the loss sus- 
tained, and not a speculative arrangement be- 
tween parties, whereby the insured is to be the 
gainer by the destruction of his property. No 
competent authority has ever held that a con- 
tract of fire insurance ought to promise more 
than indemnity for the actual value of the prop- 
erty at the time the loss occurs. To go beyond 
this isto introduce an element in the contract 
which is not indemnity, and has a logical place 
only in transactions understood by the parties 
in interest to be speculative. Insurance is de- 
signed to protect against loss,—not to give some- 
thing for nothing. A valued policy law is, in 
theory at least, an incentive to crime, and there- 
fore dangerous. It places before men an oppor- 
tunity to ‘sell out to an insurance company’ for 
more than the value of the property. It offers 
to the morally weak a temptation to commit the 
crime of arson for money. Such inducements 
or temptations in the law should byali means be 
avoided, unless the offending statute remedies 
some greater evil. Another consideration seems 
to have received very slight if any attention at 
all by the promoters of the valued policy law, 
and that is the attitude of the insured party in 
accepting and paying for a policy which he 
knows to be in excess of the just amount that 
should be claimable in case of total loss. If he 
accepts a policy of excess amount, what is the 
only imaginable motive except a desireand ex 
pectation of receiving from the company a 
greater value than he is in any sense at all 
entitled to? In this aspect, what is the valued 
policy but a direct incentive, inducement and 
invitation to profit by dishonesty under the 
sanction of law, to say nothing of the tendency 
to promote fire losses through carelessness or 
design?”’ 





SUBSCRIPTION BLANK. 


Publisher Monthly Journal of Insurance Economics, 
56 Franklin St., Boston, 


Enclosed find One Dollar for which send 
the ‘* Monthly Journal of Insurance Econom- 


ics’’ to the undersigned for one year from 


Address... 





